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COMENTS OF AD HOC TELECOM MANUFACTURER COALITION

These Comments are filed in response to the FCC’s Notice by 48 companies
engaged in telecom manufacturing. As discussed below, the Commission needs to reform
the cable TV franchising process in order to fulfill its statutory obligation to remove
regulatory impediments to broadband investment. Franchising reform is necessary (o
achieve this obligation since certain aspects of the franchising process constitute a
significant barrier to broadband investment which in turn constrains growth throughout the
high tech manufacturing industry and harms the U.S. economy.

DISCUSSION

If they proceed as announced, the plans of telephone companies to undertake the
rapid and widespread deployment of new FTTx broadband networks in order to provide
multi-channel video service as well as voice and broadband data could lead to a historic

increase in the manufacture and sale of a nearly infinite varicty of high tech products.'

' AT&T and Verizon have announced that on a combined basis they hope to spend more than $3

billion on FTTx network infrastructure this year and even more in 2007 and 2008. See audio recording of
AT&T Analyst Meeting, Jan. 31, 2006, avail. at http://phx.corporate-ir.net/phoenix.zhtml?p=irol-
eventDetails&c=113088&eventID=1192543 (stating that AT&T has budgeted $1.4 billion for FTTx
infrastructure capex in 2006 and a total of $4.4 billion for the three years ending December 2008); E.
Gubbins, “Lehman: Verizon may want to rethink FTTP”, Telephony Online, Jan. 6, 2006 (estimating that
Verizon may spend as much as $2 billion on FTTx during 2006 and each of the following four years).




For example, companies that manufacture the core FTTx network infrastructure - fiber
cable and electronics such as optical line terminals, optical splitters, and optical network
terminals - obviously would benefit from the rapid and broad deployment of FTTx network
infrastructure. But significant spending on FTTx network mfrastructure would create
tremendous opportunities for companies that manufacture products in numerous other high
tech markets too. For example, the existence of new FTTx networks would create
opportunities to make the wide variety of add-on network electronics that would be
required in order to provide consumers with the new video, voice, and broadband data
services that those networks make possible. New FTTx networks likewise would create
opportunities for manufacturers to develop scores of new CPE products necessary to make
these new services functional, such as modems, TV set top boxes, DVRs, gateways,
routers, video displays, and backup power supplies, to name just a few. New FTTx
networks likewise would create opportunities to make and sell new types of network
monitoring and test equipment, as well as a huge variety of new software, such as software
used to provide network security, network management, and OSS. New business
opportunities for the makers of semiconductors and other electronic components also
would arise. In short, a significant carrier FTTx capital investment program could produce
extraordinary opportunities to produce and sell a large variety of new products in
numerous segments of the high tech manufacturing industry. Our companies represent a
broad cross section of the high tech manufacturing industry since we manufacture fiber
cable, fiber electronics, semiconductors, test equipment, backup power equipment, a wide
variety of CPE and software, as well as numerous other products used by the telecom

industry.



Unfortunately, the cable TV franchising process threatens to slow the carriers’
FTTx capex programs, thereby slowing competition in the video service market and
reducing output throughout the high tech manufacturing industry. Last October, for
example, ADC Telecom reported that due partly to the franchising process, it would
eliminate 400 jobs in the final quarter of its fiscal year because telephone company
customers had been unable to deploy the FTTx infrastructure as rapidly as had been
anticipated due in part to roadblocks in the franchising process.” Corning reported that its
sales declined in the July-September 2005 quarter for the same reason.” And the CEQ of
Tellabs, another large supplier of FTTx products, likewise reported late last month that the
FTTx product market had “its ups and downs [in 2005] as the customer buys, stores,
deploys, exhausts inventory and buys [again].” Wall Street analysts also agree that the
telcos” FTTx capital spending may be inhibited unless the franchising process is reformed.
For example, Lehman Brothers analyst Blake Bath stated in a January 4, 2006 Research
Note that, although Verizon has denied it, he thinks Verizon might find it necessary to
““scale back its fiber build [plans due in part to regulatory . . . [barriers] associated with
rolling out [its FiOS] video [service].”

In the present proceeding, the Commission should reform the cable TV franchising
process in two ways in order to speed competition in the video service market and facilitate

broadband investment, which in turn will stimulate growth throughout the high tech

& “ADC Updates Financial Outlook for the Fourth Fiscal Quarter of 2005, News Release dated Oct.
5, 2005, avail. at http://www.adc.com/investorrelations/newsandcommunications/ne wsreleases/show.jsp?
RELEASEID=175529.

3 Corning 10-Q for the July-Sept. 2005 quarter at 35, filed Nov. 2, 2005.

? K. Prabhu, Pres. and CEQ of Tellabs, during a Jan. 26, 2005 conference call discussing that
company’s 4" quarter 2005 financial results.



manufacturing industry. First, it should substantially shorten the process for a new video
entrant to obtain the franchise that is necessary to provide cable service in each of the
country’s 30,000 municipalities. It should do this by holding that a franchising entity
violates FCC policy if it fails either to approve or deny a franchise within 30 days of the
date an application is filed by an applicant that already possesses authority to deploy
transmission infrastructure in public rights-of-way.” Second, it should preempt a
franchising authority from requiring that a new entrant in the video market spend money
on anything not directly related to rights-of~way management such as requiring that it (a)
pay ongoing costs to operate PEG channels, (b) deploy private transmission networks
connecting schools or other government buildings (“institutional network™) or (¢) expand
video service to specific neighborhoods by arbitrary deadlines.

The Commission should reform these two aspects of the franchising process
because both undeniably harm high tech manufacturing by slowing telco entry into the
video market. A lengthy franchise application process obviously slows telco entry into the
video market. In fact, the existing process takes so much time that AT&T testified before
Congress last fall that unless the time is shortened considerably, its well publicized plan to
deploy video infrastructure to 18 million households within three years is in jeopardy:

“If we have to go through the franchise process that exists today in the

communities we intend to serve, it will take us . . . 40 years [to obtain all of
the franchises we need even assuming that] we can negotiate [franchises]

5

Today, it typically takes roughly one year to obtain a franchise to provide video service in a given
community. IFor example, BellSouth has reported that it takes an average of 11 months to obtain a franchise
in a typical community (Comments of BellSouth, MB Dkt. No. 05-255 at 3 and Exh. A, filed Sept. 19, 2005),
and Verizon has stated that it takes between six and 18 months on average to obtain a franchise. “Verizon to
Accelerate Availability of FiIOS TV Service in Texas”, News Release dated Sept. 30, 2005, available at
http://newscenter.verizon.com/proactive/newsroom/release. vtml?id=92906.




with the 2,200 communities, one a week, which is . . . impossibl[ly
optimistic].”

Experience shows that requiring a new entrant in the video market to spend its risk
capital on projects desired by the franchisor likewise inhibits market entry and thus harms
high tech manufacturing by changing the economics of market entry. For example,
requiring a new entrant to extend video service to specific neighborhoods by arbitrary
deadlines often changes so dramatically the economics of providing service in the
community as a whole that the company decides not to deploy video infrastructure
anywhere in the community.” Thus, SureWest decided not to deploy any video
infrastructure in certain communities near Roseville, California due to neighborhood build-
out requirements in those communities,” Consolidated Telephone Co. delayed video
infrastructure deployment in certain Texas communities for the same reason,” and Verizon
has stated that legislation before the New Jersey legislature requiring it to provide cable

service in all of the state’s 526 towns within six years in return for a statewide franchise

° Testimony of J. Ellis, AT&T’s Sr. Exec. V.P. and Gen Counsel, Nov. 9. 2005 hearing before U.S,

House Telecom Subcomm. (responding to questioning by Rep. E. Whitfield). See also B. Evans, CEO
Cavalier Teleph. Co. Test. Before Senate Comm. on Commerce, Science and Transp., Jan 31, 2006 at 6
(*“The time, energy, and expense [of complying with existing franchising requirements] would stall our
deployment, and would result in Cavalier being forced to simply forgo service in several . . . communities™).
Unfortunately, it appears some franchising authorities may not understand that a process taking eight or 10 or
12 months to grant a cable franchise is unreasonable, For example, in early-filed comments in this
proceeding, Manatee County, Florida brags that it took nine months for that county to grant a cable franchise
to Verizon. See Manatee County Comments at 5-6, filed Jan. 3, 2006 (noting that Verizon filed its
application in November 2004 and that the country granted the application at the end of Aug. 2003, and
bragging that this nine-month-long procedure was two months shorter than the 11-month-long process faced
by another recent franchise applicant in that county). See also Comments of Los Banos, Calif. at 1, filed Jan.
12, 2006 (noting that it took that city nine months to grant a franchise to Comecast, an amount of time which it
claims is “efficient”).

! Community-wide buildout requirements can have a substantial impact on the economics of
providing service for several different reasons. For example, a telephone company’s existing wire centers

may not cover certain neighborhoods or population density in parts of the franchise area may make it
uneconomic to extend the new broadband FTTx network there,

8 See Reply of USTelecom Ass’n at 6 and 8, MB Dkt. No. 05-255, Oct. 11, 2005.

7 Id.



“would prevent us from” applying for a statewide franchise in that state.'” Video
competition and the high tech manufacturing industry also may be inhibited by requiring a
new video entrant to spend large sums on projects desired by the franchisor but having
nothing to do with management of public rights-of-way since such requirements may
impose uneconomic costs on the new entrant. For example, even if only half of the
nation’s roughly 30,000 franchising authorities required new entrants to deploy an
institutional network and pay ongoing PEG channel operating expenses, the cost easily
could be several billion dollars, an amount that indisputably would make it uneconomic to
enter the video market in many communities.""

Section 621(a)(1) of the Communications Act authorizes the FCC to take the action
we seek since that statute empowers the agency to take whatever action is necessary to
ensure that franchising authorities do not “unrecasonably’’ delay the offering of video
service. As discussed above, video service is unreasonably delayed (and thus the high-tech
manufacturing industry is unnecessarily hurt) by a franchising process that lasts many
months and by franchising policies that increase the cost to provide service by requiring
that the new video entrant spend money not directly related to rights-of-way management.

Section 706 of the Telecommunications Act of 1996 also authorizes the
Commission to take the action we request. That provision requires the FCC to “encourage
the deployment . . .of advanced telecommunications capability to all Americans . . . by[,

among other things,] remov[ing] barriers to infrastructure investment™, and it defines

o “Verizon’s TV dream hits snag”, NorthJersey.com, Nov. 29, 2005.

h Two weeks ago, Verizon’s Chairman and CEO was quoted, in referring to the speed at which it will
build its FTTx network, as stating that if the government does not “clean up this [franchising] process. . . we
are going to have to question how much we can do and how fast we can do it.” See A. Mohammed, “Verizon
Lays It on the Line”, Wash. Post, Feb. 1, 2006 A1 at D10.


http://NortbJersay.com

“advanced telecommunications capability” as “any high-speed, switched, broadband
telecommunications capability that enables users to originate and receive high-quality

”

voice, data, graphics, and video telecommunications. . . .” The FTTx networks that new
entrants are seeking to deploy indisputably are designed to provide “‘advanced
telecommunications capability’ as defined in Section 706, and the franchising
requirements we urge the FCC to preempt demonstrably are “barriers to infrastructure
investment” as discussed above.

The Commission should take one other action in this proceeding to eliminate
barriers to video competition and thereby speed video competition and help stimulate high
tech manufacturing: it should rule that no cable TV franchise is necessary to provide video
service either where —

¢ The transmission equipment that will be used to provide video service (i) is

deployed in public rights-of-way by a company that already has authority to
deploy that equipment and (i1) will be used to provide voice or data services in
addition to video service, '~ or

e the video offering will be provided over a two-way switched network with the

architecture and interactive characteristics of the Lightspeed network now being
deployed by AT&T."”
By its terms, the Act requires that a video service provider obtain a cable franchise only if

Its service constitutes “cable service” provided over a “cable system’ as those terms are

defined in the Act. A company providing video service in any of the ways described above

: See CenturyTel Comments at 4-6 (MB Dkt. No. 05-255, Sept. 19. 2005).

" See SBC (now renamed AT&T) Comments, Attachment titled “The Impact and Legal Propriety of

Applying Cable Franchise Regulation to IP-Enabled Video Services” (MB Dkt. No. 05-255, Sept. 19. 2005).



does not provide “cable service’
p

', and the network over which the service is provided is not

a “cable system” for reasons that have been fully briefed elsewhere.'*

CONCLUSION

The Commission should reform the cable TV franchising process in the manner

discussed above in order to speed competition in the provision of multi-channel video

services and comply with its obligation to eliminate regulatory barriers to broadband

investment, which in turn will stimulate growth throughout the high tech manufacturing

industry.

Respectfully submitted,
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